The essence of the legal origin hypothesis is that a country with an English legal origin provides better investor and creditor protection and experiences greater financial development; financial institutions and stock markets flourish, the general public participate more in financing investment projects of companies and so shareholding is less concentrated. The present paper examines this hypothesis on the basis of a cross-country study of 85 countries. We find no evidence of more dispersed share ownership in the English law countries than in other countries with different legal origins irrespective of whether we adjust for the existence of transitional economies and less developed countries present in the sample. Using three indicators of development of banking and other credit institutions and four indicators of stock market developments, we also find no evidence of more developed financial systems in the English law countries. As expected, there is some evidence of lower financial development in the less developed countries and transitional countries. It is not the English law heritage but the security of persons and goods that appears to explain the cross-country variations in financial development.
Introduction
In a seminal work on corporate governance, La Porta, Lopez de Silanes, Shleifer and Vishny (1998) -henceforth 'LLSV'-observed that the legal environment is a significant factor in explaining financial growth and development in different countries. It was further observed that a country with an English legal origin provides better investor and creditor protection and experiences greater financial development; financial institutions and stock markets tend to flourish and the general public participate more in financing investment projects of companies; so shareholding is less concentrated (see also Djankov et al., 2005) .
Several authors have since studied the links between financial development and legal origin (see, for e.g., Beck et al., 2003) or added a limited time dimension to the existing dataset and examined the determinants of investor protection (see, for example, Pagano and Volpin, 2006) . Embedded in the literature on legal origin is the general perception that legal change is likely to be more frequent and the legal system as a whole more adaptable to changing environments in an English common law system (which originated in the UK and spread to the USA and other countries) than in other systems (the different types of civil law system that originated in France and Germany spreading to developing countries often through colonisation and conquest).
The LLSV legal origin hypothesis has generated much controversy. On the one hand, there is some ambiguity concerning the mechanism through which better shareholder protection is expected to affect share ownership dispersion. For instance, more minority shareholder protection might make small investors more comfortable with firms controlled by large shareholders facilitating listing of firms with concentrated ownership (for German experience see Edwards and Weichenrieder, 2004 and for French history of corporate ownership see Murphy, 2004) .
On the other hand, there were many "great reversals" in outcomes, which contradicted the theory. As Rajan and Zingales (2003) showed France had a more developed capital market than the US before World War One, while in more recent decades it has been the other way round. This is contrary to the legal origin theory because these origins do not change over time. The RajanZingales conclusion was questioned by Sylla (2006) and La Porta et al (2008) but Musacchio (2008) has provided some new evidence in favour of RajanZingales (2003) conclusion.
Recently, a detailed dataset on shareholder protection has been prepared for five countries (France, Germany, UK, USA and India) over the period, 1970-2005 by legal scholars at Cambridge (see Lele and Siems, 2007) . A detailed analysis of this dataset questions both aspects of the legal origin hypothesis -the existence of better investor protection in English legal origin countries leading to dispersed shareholding and the consequent greater financial development in these countries (Fagernas et al., 2008 and Sarkar, 2007 ).
An alternative to the LLSV legal origin hypothesis has been provided by Roe and Seigel (2008) . In their view, political instability impedes financial development and is a primary determinant of differences in financial development around the world.
Last, but not least, some scholars of comparative law argue that the classification of countries by reference to legal origins is not always clear and point out that in reality most legal systems are hybrids. For instance, South African law derives from both civil law and common law traditions; Japanese company law used to be based on the German model but, since the 1950s, has been heavily influenced by US law; Swiss company law is influenced by the UK legal system and, due to the influence of the EU, UK law itself has become more 'continental' (Siems, 2007 , 2008 and Armour et al., 2007 .
In this examination of the LLSV proposition, we set aside the above mentioned concerns about the existence of hybrid legal systems and assume that the countries can be rigorously classified into two groups on the basis of legal origins, namely English (common law) and non-English (civil law). We then examine whether English legal origin countries have more dispersed share ownership and are more financially developed. We have data for 85 countries and we control for the existence of transitional economies and less developed countries in the sample. The data source and methodology are presented in the next section along with the findings. The study is summarised and concluding observations are made in the final section.
The Present Study
From the database called "Profils Institutionnels" (available on line: http://www.cepii.fr/ProfilsInstitutionnelsDatabase.htm) built by the researchers at the French Ministry of the Economy, Finance and Industry (MINEFE) and the French Development Agency (AFD) based on a survey in 85 countries 1 we can obtain information about the extent of dispersion of share ownership in these countries in 2006. The variable (B 708) assumes the value 0 if the type of individual shareholder (other than institutional, family and government shareholders) does not exist -if it exists, it assumes the value 1, 2, 3, 4 depending on whether its importance is very low to very high. These data are ordinal rather than cardinal (a country scored 4 for dispersed share ownership cannot be said to have a dispersion twice of that of a country scored at 2) so ordered logit and probit regression techniques are used. STATA and LIMDEP are two well-known computer programmes that can be used to estimate models using this kind of data; we used STATA.
In our sample, 22 countries can be categorised as English law group countries 2 and we assigned the value 1 to each of these countries and zero to the other 63 countries (the variable ENG). Using the ordered logit and probit regression technique, we examined whether English law group countries had more dispersed share ownership than the rest. We have found no significant evidence in support of the proposition. Use of dummies for the less developed countries (LDCs) and transitional countries -with DUMLDC assuming a value 1 for the non-OECD countries (including also current members, Mexico and Korea), and DUMTR having a value 1 for the transitional countries -China and other exsocialist countries (and zero otherwise) does not change our conclusion. Only the dummy for the LDCs (DUMLDC) is negative and significant implying less dispersed share ownership in these countries (Table 1) . To check the robustness of the result, we have used the initial GDP per capita (averaged over the period 1995-2001) measured in internationally comparable purchasing power parity constant dollars 3 (in natural logs, LPCYPPP) instead of the dummy for LDCs (DUMLDC). 4 Because of this cardinal variable, logit and probit models cannot be used. So we have used OLS (Ordinary Least Squares) with (heteroschedasticity consistent) robust standard errors. Our basic conclusion does not change. We observe that the higher the GDP per capita, the more dispersed is the share ownership (consistent with our earlier findings of a significant and negative coefficient of DUMLDC).
Next, we examine whether English law group countries tend to have a more developed financial market. Our cross-country regression analysis (see Table 2 ) shows no statistically significant evidence of a more developed financial market in English law group countries, even after taking into account the fact that our sample includes many LDCs and transitional countries (with the use of dummies, DUMLDC and DUMTR).
From the same World Bank source (Financial Structure Dataset), we collected data for 66 countries (out of 85) regarding stock market development indicators: Stock Market Capitalization/GDP (MKY), Stock Market Total Value Traded/GDP (VTRY), Stock Market Turnover Ratio (TURN). From the World Bank data on World Development Indicators, we calculated the number of domestic companies listed in the national stock market as a ratio of total population for 64 countries (LIST). Following the same regression analysis of cross-country averages (over the period [2001] [2002] [2003] [2004] [2005] we find no evidence of a higher stock market development in the English law group countries. In all the cases the dummies for the LDCs and transitional economies are negative and significant, implying a less financial development in these countries compared to the other countries.
Replacing the LDC dummy by GDP per capita (LPCYPPP) does not change the basic conclusion. Interestingly, we find no significant relationship between GDP per capita and stock market development indicators in contrast to the positive relationship observed between GDP per capita and financial development indicators such as the bank deposit-GDP ratio (BDY, PCRY, PCRFY). It hints at a positive relationship between the development of banking and other financial institutions (other than the stock market) and GDP. It is beyond the scope of the present study to explore it further; it is the subject matter of a rapidly growing literature (see for example Bekaert, 2005; Levine, 2001 Levine, & 2003 Levine and Zervos, 1998) . Information on internal public security of these countries (in a scale of 1 to 4 -very low to very high) was extracted from the MINEFE-AFD dataset. This variable, A200, has five factors:
1. security of persons and goods, A2000: 2. conflicts of ethnic, religious, regional nature, A2001; 3. violent actions by underground political organizations, A2002; 4. organized criminal activity (drug-trafficking, arms-trafficking), A2003, and 5. violent social conflicts, A2004.
These are aggregated into a single variable, A200 by the weighted average (with the weight of a factor being its standard deviation measuring variations of that factor across the countries).
Including the aggregate variable (A200) in our regression, the following model was estimated:
where Y is the alternative series on financial development indicators such as BDY etc (average over the period [2001] [2002] [2003] [2004] [2005] . We find some support of the Roe-Siegel (2008) hypothesis for some (not all) of the indicators of financial development. Banking sector developments, as measured by bank deposits relative to GDP (BDY), and private credit by banks relative to GDP (PCRY) and also stock market developments as measured by the number of listed domestic companies relative to total population (LIST) suggest that the greater internal security of a country, the more developed is the financial system. But in no case do we find support for the legal origin hypothesis (see Table 3 ).
In further analysis we considered all the five elements making up A200 separately. Variables A2001 and A2002 have the highest variations across the countries and are also highly correlated. Neither of these factors is significantly related to cross-country variations in financial development. Violent social conflict (A2004) is significantly related to the cross-country variations in bank deposits (the lower the conflict -the higher is the value of A2004 -the higher is BDGDP) while the extent of organised criminal activity (A2003) is associated with the cross-country variations in bank credit and stock market listing (details are skipped). Only the results for variable A2000, the security of persons and goods, are reported in detail here. The following regression has been fitted: As Table 4 shows, a significant relationship emerge for almost all the indicators of financial development with security of persons and goods, A2000 -the higher the security, the greater is the financial development. This factor perhaps takes into account all other factors.
We have also replaced the LDC dummy by per capita GDP (LPCYPPP) and find some changes in our findings: English legal origin countries have higher banking sector development (as measured by BDY) if we take into account the cross-country variations in the internal security of a country (A200) or its one crucial component, security of persons and goods (A2000) and GDP per capita (LPCYPPP). But in all these regressions, the coefficient of GDP per capita is not statistically significant. The question is how far the GDP per capita is a substitute for the LDC dummy. Some LDCs have high GDP per capita (because of say the oil price hike) but a less developed financial sector. Wherever we used LDC dummy, we got the expected result that LDCs tend to have lower financial and stock market development compared to developed countries. Taking this fact into account we observed that English legal origin countries do not have more dispersed share ownership and financial development.
Conclusion
The present paper examines the essence of the legal origin hypothesis propagated by the works of LLSV and their collaborators on the basis of a new dataset, the MINEFE-AFD dataset, which is not widely known especially in the English-speaking world. Apart from introducing this dataset, we contribute to the literature by examining the legal origin hypothesis on the basis of much wider coverage of countries and indicators of financial development. We used alternative methodologies -simple cross-country OLS regression and logit/probit regressions especially suited for qualitative ordinal data. Due to data limitations, we could not go further in terms of methodological sophistication (using the latest tools of panel data analysis such as a vector decomposition fixed effect model or more sophisticated panel cointegration analysis). Nevertheless the present study may have some importance in showing the flimsy basis of the legal origin hypothesis.
This study shows no evidence of more dispersed share ownership in the English law countries irrespective of whether we adjust for the existence of transitional economies and less developed countries present in the sample. Using three indicators of development of banking and other credit institutions and four indicators of stock market developments, we find no evidence of higher financial development in the English law countries. As expected there is some evidence of lower financial development in the LDCs and transitional countries.
It is not the English law heritage but the security of persons and goods which appears to explain the cross-country variations in financial developmentgiving some support to the hypothesis of Roe and Seigel (2008 
